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KEY ECONOMIC INDICATORS 





% Change 
A B c D c/s v/c?/ 
1972 1973 1974 1975 % % 
Population (millions, ,wda-veanr) 2. > S20 See 2.5 Zed 
Cost of Living Index >/ (1966-100) 807 1028 1370 1476 33 18 
Foreign Investment Approvals ($m1l) (CY) = 521 1050 64/ 102 -90 
Government Budget Balance FY d/ 0 0 0 

Routine Expenditures 1058 1740 2510 3533 44 41 

Development Expenditures 713. 940 1482 3056 58 106 

Total Receipts 1766 2678 3992 6589 49 65 

Balance of Payments (FY) d/ (est) 

Current Account Balance -557 -756 -280 -1020 

Oil (net) 399 641 2640 2770 

Non-oil (net) -956 -1397 -2920 -3790 

Direct Investment ae 6S CC(iCSSCti«éSSOD 

Official Loans and Grants 481 643 660 625 

Reserves end FY 715 941 921 910 

Indonesian Trade ($m1) (CY) (2 mos) 

Exports 1778 3211 7426 842 131 -25 
Oil 913 1608 5211 660 224 -13 
Non-oil 866 1602 2215 181 38 -42 

Imports 1862 2347 3842 467 64 -3 

Exports to U.S. 265 465 1580 240 

Imports from U.S. 243 442 610 38 

U.S. share of Indon. Exports 15% 18% 21% 

U.S. share of Indo. Imports 16% 19% 17% 

Major Commodity Exports (2 mos) 

Oil 965 1708 5211 660 205 -13 

Timber 231 583 £725 49 24 -68 

Rubber 195 395 480 49 22 -58 

Tin 67 86 175 103 

Coffee. 72 77 98 7 27° -47 

Palm Oil 42 7320S fs .AS7 zs 625 0—COO 

Tobacco 30 38 35 4 -8 -18 

Tea 32 30 46 8 53 48 


Ss Percentages are for comparable periods of the preceding year. 

b/ 62-item index for Jakarta as of December (July for 1975). 

¢/ First six months. 

d / Indonesian fiscal year: April (numbered year) - March 31 (following year) 


Exchange Rate: U.S. $1.00 = Rp. 415 





SUMMARY 


Despite continued high oil prices, Indonesia's balance of 
payments has come under unanticipated heavy pressure. Con- 
strained by recession in overseas markets, especially in 
Japan, oil export receipts have declined from the 1974 level. 
Key non-oil exports such as timber and rubber have also been 
hit. In addition, the government is having to bail out the 
state-owned oil monopoly, PERTAMINA, which in tightening 
international money markets was unable to roll over a too- 
large short-term debt. These factors have combined to cause 
a sharp drop in foreign exchange reserves--which should 
bottom in September and rise again thereafter. 


On the bright side, finances of government enterprises have 
been brought under closer control of the Central Bank, 
BAPPENAS and the Ministry of Finance. Inflation is being 
kept below the government's 20 percent annual target rate. 
The IGGI countries, after considering a World Bank report 
that Indonesia's increased oil revenues fall short of its 
development needs, approved a level of total capital inflow 
of at least $2 billion annually for the next several years, 
and pledged $900 million in aid for 1975/76. 


Running counter to current trends, accelerated growth in U.S. 
exports to Indonesia is expected to continue through the year. 
Large EXIMBANK loans, U.S. investment in the oil sector, 
cont:inuing aid, and stepped-up procurement for major projects 
have improved U.S. business opportunities. This report 
concludes with an update on the status of leading major 
projects. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Foreign Trade Sluggish 


External trade has expanded slowly thus far in 1975 due to 
the sluggish pace of exports and to a reduction in import 
demand resulting from declining foreign exchange earnings. 


Exports in the first two months of 1975 declined by 25 percent 
to $841 million, while imports dropped less sharply by three 
percent to $467 million as compared to January-February 1974. 
Though the overall trade balance was $375 million in the black, 
this was notably less than in the corresponding months of 1974 
when the surplus was $634 million. On current account, the 
outlook is for a billion-dollar deficit in Indonesia FY 1975-76. 


Oil exports, which recorded 200 percent growth in value in 
1974 to $5.1 billion, leveled off this year. Constrained by 
declining markets, especially in Japan, oil export receipts 
for the first two months totalled $660 million, 13 percent 
below January-February 1974. 


Non-oil exports totaled $181 million, 42 percent below January- 
February 1974. This slump is attributable to the continuing 
slack in demand for timber (down 68 percent to $48 million 

as compared to 1974) and to the fall in rubber prices (down 

57 percent to $48.6 million). These declines were only 

partly offset by increases in palm oil (up 70 percent) and 

tea (up 48 percent). Partial data for later months indicate 
that these trends have broadly continued. Depending on prices 
for major export commodities and economic recovery in overseas 
markets, there may be some improvement by the end of the year. 


PERTAMINA's Problems Impact on Foreign Exchange Reserves 


In early 1975, the state-owned oil company PERTAMINA encountered 
difficulties in rolling over its large short-term debt in 
tightening international money markets. When major defaults 
appeared imminent, the government stepped in and announced it 
would meet PERTAMINA's obligations. Overseas banking and 
accounting firms were called in to advise on PERTAMINA's 
finances, and major projects in which PERTAMINA was involved 
were placed under close government scrutiny. The large Krakatau 
steel project was turned over to the Department of Industries. 
The government announced that new overseas borrowings on 
PERTAMINA's behalf would be made by the government. 


PERTAMINA-related payments in Indonesia's FY 1975-76 will 
amount to approximately $1.5 billion. Refinancing has been 
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obtained from a Morgan Guaranty syndicate and Japanese banking 
sources for $575 million, and about $400 million additional 
is in prospect from the same sources. The adverse foreign- 
trade trends noted above and PERTAMINA payments have caused 
a decline in foreign exchange reserves. Reserves totalled 
about $600 million in early August and are expected to go 
slightly lower, bottoming out in September. They should 
then rise during the belance of the fiscal year, reaching a 
level in March 1976 somewhat below the $921 million of March 
1975. 


PERTAMINA's difficulties have dealt a short-term setback to 
Indonesia's development plans. However, observers agree that 
steps taken by the government to place PERTAMINA's and other 
government enterprises' financial operations under closer 
control constitute healthy progress, and prospects for 
PERTAMINA and the economy remain good. 


Some creditors of government enterprises are experiencing 
delays in payment. These result from the government's policy 
of scrutinizing PERTAMINA's and other obligations before 
approving them for payment; patience is the best course. 


Foreign Assistance Continues at High Level 


At the May 1975 meeting of the Intergovernmental Group for 
Indonesia (IGGI), discussions centered around the conclusion 

of a special World Bank report that recent increases in 
Indonesia's foreign exchange earnings from petroleum are 

modest in relation to the huge development needs of the country. 
As a result, donor countries pledged $400 million in bi-lateral 
aid for FY 1975-76, and international organizations $500 million 
in semi-concessional loans. The total of $900 million was about 
the same as the previous year and substantially more than 
Indonesia requested. An additional $1.1 billion is being 

sought outside the IGGI framework. Iran has offered $200 
million and Saudi Arabia $100 million; both credits are on 
relatively soft terms. The IGGI endorsed Indonesia's view 

of its need for capital inflows of at least $2 billion annually 
for the next several years in a mix of bilateral aid, semi- 
commercial export credit agency funds and commercial credits. 


This year's U.S. IGGI planning figure of $61 million was a drastic 
reduction from the previous year's pledge of $176 million. 

In part this reflected sentiment in the U.S. against 

providing assistance to oil exporting countries, including 
Indonesia. On the other hand, the U.S. did not substantially 
harden its assistance terms in the 1975-76 pledge as did 

several other members of IGGI. Also, this year will see the 

start of drawdowns on some $200 million in EXIMBANK credits 








approved in U.S. FY 1975. 


Domestic Economy Dull 


Partly reflecting the continuing global recession, manufacturing 
in the first quarter of the year remained sluggish. An 
indicator of the downturn was the sharp decline in new foreign 
investment (see below). Domestic investment was also down 

about 35 percent from early 1974 levels. 


Inflation, as measured by the Jakarta cost-of-living index, 
has continued steadily at an 18 percent annual rate--still 
troublesome but much less than the 37 percent rise between 
July 1973 and July 1974. The money supply was 34 percent 
higher in the first quarter of 1975 than a year before, a 
distinctly slower rate of growth than the 46 percent recorded 
in the first three months of 1974. 


Oil production averaged 1.25 million barrels per day for the 
first four months of 1975--down about 9 percent from the 1974 
average. It is expected to rise to about 1.6 million b/d by 
year's end, and to 1.7 million b/d in 1976 as new fields are 
brought on line. 


Despite an increase in the cultivated area, rice production 
is estimated to remain at roughly the same level as last year 
(15.2 million tons). Successive pests (which damaged 175 
thousand hectares of rice fields) and floods (which hit 27 
thousand hectares in major producing areas of Central and 
East Java) are negative factors affecting the harvest. 

Ample stocks of rice are on hand, however, and the government 
has scaled down its rice imports. 


Foreign Investment Dips Sharply 


Reflecting recession abroad and continuing uncertainty in the 
Indonesian investment climate, foreign non-oil investment dropped 
precipitously in the first half of 1975. Investment approvals 
totaled $37 million (in nine projects) in the first quarter 

and $27 million (12 projects) in the second quarter--as against 

a quarterly average of $107 million (23 projects) for the eight- 
year period 1967-74. Japan continues to be Indonesia's biggest 
foreign non-oil investor with $1.1 billion in approved invest- 
ments; the U.S. is second with $507 million. 


In the oil sector, on the other hand, foreign contractors 
(mostly U.S.) are spending a record $1.2 billion in 1975. One 
third of this is on exploration and the rest on production 
development. 


While it announced no significant new restrictions on foreign 
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investment in 1975, the government has not further clarified 

its program for achieving majority share ownership of joint 
ventures by Indonesians. An atmosphere of prolonged uncertainty 
is to be expected, followed by gradual reassertion of Indonesia's 
pragmatic interest in attracting foreign investment. Over time, 
flexibility in application of the majority ownership and other 
limitations is likely, at least in investment sectors with high 
government priority. 


IMPLICATIONS FOR U.S. BUSINESS-COMMERCIAL INTERESTS 


Ua orts Accelerate 


Running counter to overall trends in Indonesian foreign trade, 
accelerated growth in U.S. exports to Indonesia in the first 
half of 1975 is expected to continue through the year, reaching 
at least $800 million. This would be about 50 percent above the 
1974 export level. While higher prices continue to account for 
much of the dollar increase, large Export-Import Bank loans, U.S. 
investment in the oil sector, stepped-up procurement for major 
projects, and continuing foreign aid have considerably improved 
U.S. sales opportunities. 


The expanded role of the U.S. Export-Import Bank has made a major 
contribution to improved prospects. Following extensive consulta- 
tions with the Indonesian government in late 1974, a number of 
major EXIMBANK credits were approved. These included cement 

plant expansion, dredges, a domestic satellite communications 
project, training aircraft, highway construction equipment, jet 
aircraft, gas turbines for. power generators, etc. The total value 
of direct export credits since late October 1974 is some $192 
million which will eventually result in U.S. exports of about 

$589 million. Most of these projects will involve the private 
banking sector, and commercial financing for many of them is still 
under negotiation. 


In calendar 1974 the U.S. share of Indonesia's import market was 
17 percent--down slightly from 1973; Japan's was 29 percent. The 
U.S. trade deficit with Indonesia deepened in 1974 as U.S. imports 
rose to $1.7 billion---of which oil and oil products accounted for 
$1.2 billion. However, the competitiveness of U.S. exports is 
increasing, particularly vis-a-vis Japan, in power generation, 
process control, marine, mechanical handling, automotive parts, 
and building products. Other products with high potential for 
export sales in Indonesia are timber processing machinery and 
telecommunications equipment. On the other hand, import demand 
for cement and chemical fertilizers will decline significantly 
over the next 18 months. 


Major Projects 
The October 1974 Trends Report described in detail and the March 
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1975 report again summarized plans for major projects in several 
sectors. The following is an update. 


PERTAMINA's high priority LNG plants and $400 million Cilacap 
refinery are proceeding as planned. But a major restructuring 
has taken place in the ammonia urea fertilizer industry with 
responsibility for the west Java plant (and, apparently, Kalimantan 
II and Aceh), passing from PERTAMINA to the Directorate General 
for Chemical Industries, 31 Kebon Sirih, Jakarta. The west Java 
plant, now organized into a new GOI company, P.T. Pupuk Kujang, 
received a $200 million Iranian government loan and will soon 
award the engineering/construction contract. Pusri III and Pusri 
IV plants have already been awarded to Kellogg, and PERTAMINA's 
Kalimantan I (floating) plant is due to arrive from Europe soon. 
But Aceh and Kalimantan II still require financing, as do various 
proposed TSP/mixed fertilizer projects. 


Krakatau steel has been removed from PERTAMINA supervision and is 
now controlled by a committee headed by Dr. Sumarlin, Vice Chairman 
of BAPPENAS. P.T. Krakatau's new President Director is Ir. 
Ariwibowo, J. Proklamasi 45, Jakarta. Still under PERTAMINA 
control, Batam Island industrial development has been slowed by 
PERTAMINA financial constraints and reduced Japanese interest in 
the proposed refinery; nevertheless the island is emerging as a 
logistics base and transshipment point for other projects, e.g., 
PERTAMINA's LNG plants. 


Cibinong and Distinct Indonesia cement plants both opened in August. 
Foreign financing sources reportedly have been identified for eight 
other cement projects which would raise Indonesia's production to 
about 6.4 million tons by 1980. However, two of these projects could 
be temporarily delayed by GOI debt servicing limitations. Two or 
more additional projects are now being considered for financing. 
Meanwhile hotel starts have dropped dramatically and the massive 

GOI housing construction program has yet to materialize, while infra- 
structure construction continues as expected. Major wood processing 
projects have yet to take form, but a tender for the construction 

of six new GOI sugar mills on Java ($40-50 million each) has been 
issued and later this year another tender is planned for mills off 
Java ($70-80 million each). 


Ports, harbors, and shipping have all received some funding but still 
lack the large sums required for a distribution system adequate to 
handle Indonesia's expected future industrial output and general 
cargo. Materials handling equipment and warehousing facilities are 
also musts--the GOI has launched major warehouse construction 
programs and national distribution plan studies for both fertilizer 
and cement (in the interim, Pusri has initiated a $136 million 
partial fertilizer distribution te with a $68 million IBRD FX 


loan). The new Jakarta airport, however, seems of far lesser 
priority and is still seektae concessionary financing. 


* U.S. GOVERNMENT PRINTING OFFICE: 1975=210-946/30 3-1 








